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active policy matter, based on the assumption that it is important to have big players of domestically-owned capital.
Policies towards the external sector have maintained their basic characteristics since the beginning of the present decade, although emphasis has been given to some specific aspects. Little doubt remains that the positive outcome -at least until recently -has been clearly a result of the country having profited from very favorable circumstances in the international scenario.
That has helped quite significantly to reduce the economy's vulnerability (in terms of external debt indicators), to increase reserves of foreign currencies and to maintain market-friendly import policies. This set of characteristics, on its turn, has helped to foster the country's external image and gave support to a more pro active positioning in the international scenario.
As is well known, things have changed in the international markets since the 2008/9 crisis. This has raised some concern with regard to the actual conditions of the Brazilian economy to cope with these new circumstances.
This article discusses the main features of the external sector of the Brazilian economy, regarding trade flows, foreign investment, the internationalization of Brazilian entrepreneurial groups and the short-tenn financial requirements in foreign currencies. This is done in four sections, following this Introduction. Next section presents a set of basic indicators, as a background picturing of the external sector conditions and achievements since year 2000. Section III concentrates on merchandise trade. It discusses the basic features and recent changes, as well as the recent debate about the composition of the export bill. Section IV deals with the financial exposure of the Brazilian economy. It will become clear that it has been in this area where the most significant recent achievements have taken place. Section V presents some final remarks and overall appraisal. Net inflow of foreign currency in the second half of the present decade has been fostered not only by unprecedented trade surpluses, but also by a significant amount of investment -both FDI and portfolio -as well as external loans, allowing for significant Balance of Payment surplus. The following graphs illustrate the major indicators.
II -An overall scenario of basic indicators
S o u r c e . C e n t r a l B a n k , with a sharp reduction of public external debt) and improving its profile, thus fostering confidence in the economy. As a result the ratio of the external debt to total reserves fell constantly since 2000, as Graph 7 illustrates. These points will be considered in more details in Section IV.
It goes without saying that this signaling of an improved capacity to face external commitments3 has indeed contributed quite significantly to the attraction of external investment as well as to the willingness to lend by foreign creditors, as shown in Graphs 4 and 5.
Be that as it may, the Brazilian economy achieved in 2008 and 2009 an investment grade classification by three rating agencies, precisely when the international economic scenario was being affected by the crisis. This has further contributed, among other things, to attract resources from investment funds.
Graph 7 -External Debt/Reserves
This is not to say that a number of aspects could -and perhaps should -have been dealt with in a different way, raising criticism to the policies towards the external sector. The following section discusses the evidence and some controversial issues related to merchandise trade.
Ill -Merchandise Trade
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S o u r c e : I p e a d a t a
The second aspect to emphasize is the uneven geographical distribution of manufactured exports according to destination. Brazilian manufactures seem to be more competitive in some markets. Whatever the reason for this geographical concentration, if one considers the share of manufactures in total bilateral exports, there are clearly three groups of countries, as indicated in the following graphs.
G r a p h 13 -B r a z i l i a n m a n u f a c t u r e d e x p o r t s / t o t a l e x p o r t s -G r o u p 1 c o u n t r i e s -♦-Mercosur -■-C A C M -LAIA Typically Brazilian exports to the Group 3 markets are mostly (over half) non manufactured products, and in Asia and the Caribbean the share of manufactures is becoming even lower. Asia is the region where trade has been most dynamic in recent years, but clearly the strong effect of high commodity prices has been decisive in stimulating an increasing share of primary products in total Brazilian exports, as suggested in Table 1 above.
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Taken together, the fall of manufactures in Brazilian exports to the US, plus the low and decreasing share of manufactures in total exports to Europe and Asia make a picturing of low competitiveness precisely in the most rich and dynamic markets.
This has led to an intense debate about the 're-primarization' of the Brazilian export bill.
This debate is centered on two positions. The most critical appraisals stress: a) the negative impact of the exchange rate over manufactured exports and b) the increase in domestic demand, which absorbed most of the production in the manufacturing sector. On the export side this increase has not meant more firms. Instead, it reflects more clearly the fact that the same exporters increased their export value: the average annual export value per firm increased from US$ 3.5 billion in 2002 to US$ 7.7 Most of the FDI is merging & acquisition of existing firms, with a small number of operations at very high value. Typically Brazilian firms aim at the control of natural resources, such as mining and hydrocarbon. The largest operation took place in the mining sector9. As for greenfield investments, they take place mostly in the oil and gas industry. Table 2 shows some of the most important Brazilian investors abroad, their sectors and the geographical distribution of their investment. As indicated, these six companies -operating in mining, energy and steel industry -are present in Latin American and the Caribbean, but have also invested in other continents.
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More recently the government has adopted as an explicit policy the stimulus to investment abroad as well as the financing -mostly via BNDES credits -to mergers and acquisition of large companies, as a means to strengthen and consolidate selected domestic firms as major players in specific sectors, able to face international competition.
V a l e h a s p u r c h a s e d a z i n c p r o d u c in g u n it.
T a b l e 2 -S o m e B r a z i l i a n T r a n s n a t i o n a l C o m p a n i 
IV -Financial Exposure
Until as recently as the late 1980s the traditional view about the Brazilian economy with regard to its external equilibrium was that as a latecomer in the industrial world it presented structural characteristics that are typical of a developing economy. Basic features comprised an unstable outcome in its trade balance, by and large influenced by the terms of trade, a systematic deficit in its services and rent account, due to constraints on transportation, payment for technology, remittances, etc., as well as a restricted access to capital markets, hence a constant need for external financing. Overtime there is a quite strong correlation between the net inflow of foreign currencies and GDP growth: the economy could only grow when it had no binding external constraint.
What has changed since the beginning of the 1990s is that: a) the diversification of exports (at a product level as well as in geographical terms) has allowed for additional degrees of freedom in terms of the export dynamism (notwithstanding the qualifications discussed in section II); b) broader access to international capital market coupled to the attractiveness to foreign investors have facilitated the financing of the requirements in foreign currency; c) monetary authorities have adopted active policies towards the external debt, comprising the reduction of public indebtedness in the external market, changes in the currency composition of the debt, increasing the share of commitments in domestic currency, broadening the term structure of the debt, together with parallel actions towards increasing the stock of foreign currency reserves.
This has allowed for a significant change in the profile of external commitments, as summarized in Table 3 G r a p h 1 7 -F i n a n c i n g R e q u i r e m e n t s -2 0 0 1 -2 0 0 9 Current Account --FDI " Financing Requirements S o u r c e : C e n t r a l B a n k Furthermore, the fact that net external debt became negative led to several manifestations stressing the fact that the country has become a net creditor in the international scenario. This was by and large due to the relatively stable value of total debt, from which to deduct an increasing amount of foreign currency reserves. This would indicate an increasingly comfortable position in the country's external accounts, and even more so when one takes into account the fact that the share of public external debt is quite low. It has been helped also by the maintenance of a reliable macroeconomic environment (plus political stability) that has helped quite significantly to attract foreign investors, at the same time that it allowed the economy to 'flex its muscles' and promote the strengthening of domestic groups to compete in a better position both in the domestic market and abroad.
Nevertheless, this picturing gives margin to increasing concern in two directions. In the short-run, in view of the indications of a rapidly worsening condition in the Current Account: at the time or writing (early April) there is an increasing concern with regard to the forecasts for 2010, with most analysts, including the Central Bank, expecting a Current Account deficit insufficiently covered by the inflow of direct investment, a quite different scenario from the one described here for the 2000-2009 period.
A good deal of this deficit is related to a sharp reduction in the trade surplus. This leads to concern in the long-term, for the lack of structural policies to sustain the external equilibrium, by assuring competitiveness of exports.
Overall it can perhaps be said that most of the focus of the external sector policy has been concentrated on reducing the financial constraints. But it has been less active in promoting initiatives that might help to overcome the remaining difficulties and lack of stimulus to external trade, and this might turn into a high price to be paid in the medium-term, if it translates into less competitive production of exports and import-competing goods.
